COMMONWEALTH of VIRGINIA

Jainr Legisiative Awudil and Review Commismion
Pleilipr A, Leome Swlte IR, Gvnrrad Avieonbly Beildvar, Capitod Square L W L |
Lipirin Richmand, Firpimde F12/9
May 13, 2002
MEMORANDUM
TO Menbers, Joint Legislative Audit and Revi ew

Conmi ssi on
FROMt Phil Leone, D rectorjibé'//’

SUBJECT: Status Report on the Inpact of JLARC Studies

JLARC has recently rel eased a nunber of tinely
reports that have exam ned inportant issues concerning
program and fiscal performance in State governnent. The
intent of this menorandumis to informthe Conm ssion of
the | atest actions taken by agencies and the General
Assenbly in response to JLARC recommendati ons.

| am pleased to report that significant progress
is occurring on a nunber of findings and recomendati ons
concerning the Virginia Department of Transportation
(VvDOT). VDOT is in the early stages of trying to inprove
its oversight, managenent, and pl anni ng of hi ghway
construction projects.

O her agenci es, such as the Departnent of Medical
Assi stance Services (DVAS) and the Departnent of Education
(DCE), have also reported actions that will result in nore
effective and efficient operations. For exanple, JLARC s
research work has resulted in $8 nmllion in General Fund
savings to the Medicaid programduring the 2002-2004
bi enni um by control ling pharmacy costs.

We are proud of these achievenents — the
hi ghli ghts of which are discussed in this nenorandum — and
| ook forward to working with the Conm ssion and the Ceneral
Assenbly to nmake equal ly inportant contributions during
2002.
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TRANSPORTATI ON STUDI ES

JLARC has conpl eted a nunber of studies
addressing critical issues facing the Departnent of
Transportation. These studies have identified serious
shortcom ngs in VDOI's oversight, managenent, and fundi ng
of highway construction and mai nt enance prograns.

Over the last several nonths, VDOT has confirned
the exi stence of many of the problens previously identified
by JLARC staff, and has reported naking a nunber of policy
and program changes that appear to address these problens
constructively. These changes are primarily in the areas
of construction cost estinmation, the use of consultants in
designing construction projects, and the overall funding of
t he hi ghway mai nt enance program

Constructi on Cost Estinates

Recent assessnents by VDOT of estimated costs for
construction projects included in the Six Year |nprovenent
Pl an appear to confirmthe findings of the 2001 JLARC
report, Review of Construction Costs and Tinme Schedul es for
Virginia H ghway Projects. VDOT has found that costs of
construction projects are substantially underesti mated.

For exanple, the latest VDOT cost estimte for construction
of the Springfield Interchange |nprovenent Project has
surpassed JLARC staff’'s estimate. Furthernore, increases
in the estinmated cost of the Route 288 construction project
have exceeded the fixed price negotiated by the departnent

i n Decenber 2000. Specifically:

e | n Decenber 2000, JLARC staff estinmated that
the cost of the Springfield Interchange
| rprovenent Project would |ikely reach $670
mllion. At that tine, however, VDOT assured
t he Comm ssion that the total construction cost
woul d not exceed $567 mllion. As of March
2002, VDOT estinmates that the total cost for
conpl etion of the project will reach $700
mllion.
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e In its presentation to the Conmmission in
Decenber 2000, VDOT indicated that JLARC s cost
estimati on met hodol ogy was fl awed because
applying it to the estimated cost for the Route
288 construction project would have resulted in
an estimate of $395 million. VDOT asserted
that this was clearly erroneous because under
the Public Private Transportation Act (PPTA)

t he departnent negotiated a contract for $226
mllion. Due to the inclusion of prelimnary
engi neering and right of way costs, as well as
a decision to refinance its contractual
obligations, in January 2002 VDOT increased the
estimated cost of the project to $390 mllion.

e JLARC staff estimated that the 2001 Six Year
| mprovenent Pl an appeared to understate
estimated construction costs by $3.5 billion.
VDOT staff analysis presented in January 2002
confirms that total contractor paynents, on
aver age, exceed original contract anmounts for
construction projects by nore than 25 percent.
As a result of this analysis, this nmonth VDOT
will present a revised Six Year Plan with
substantially fewer projects.

| would Iike to note that on May 1, 2002, the
findings of the JLARC studies were cited in a report
prepared by the U S. General Accounting Ofice for the
House of Representatives, Conmttee on Transportation and
I nfrastructure.

VDOT's Use of Consultants

In April 2002, VDOT staff presented to the
Commonweal th Transportati on Board findings of an anal ysis
of the departnent’s use of consultants for the design of
hi ghway construction projects. This analysis was conducted
based on reconmmendations included in the 1999 JLARC st udy
Revi ew of the Use of Consultants by the Virginia Departnent
of Transportation. JLARC staff recommended this anal ysis
be conducted because of an increasing trend in the use of
consultants and the concern that VDOT | acked adequate
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processes for nonitoring consultant performance. Based on
this analysis, VDOT staff found:

e Approximately 70 percent of all construction
design work is perforned by consultant |abor.

e On average, consultant design costs are 46
percent hi gher than VDOT costs for simlar
projects, prinmarily as the result of salary and
over head costs.

e Actual consultant costs for the 50 projects
sanpl ed exceeded VDOT design estinmates by nore
than $16 mllion.

H ghway Mai nt enance Program Fundi ng

In January 2002, JLARC issued its report on the
Adequacy and Managenent of VDOI's Hi ghway Mi ntenance
Program The central finding of this study was that the
State had an estinmated $1.6 billion in additional pavenent
and bridge mai ntenance needs, and that the current funding
| evel s appeared i nadequate to neet these needs.

Furthernore, at the tine of the study, the
Departnment’ s 2002 bi enni um budget presented a reduction in
t he annual allocation to the mai ntenance program As a
result of these findings, JLARC staff recommended that the
Commonweal th Transportati on Board provide additional
funding to the mai ntenance program In April 2002, VDOI' s
approved budget included an annual increase in nmaintenance
fundi ng of approximately four percent.

Equity and Efficiency of Hi ghway Construction and Transit
Fundi ng

I n Decenber 2001, JLARC released its report on
the Equity and Efficiency of H ghway Construction and
Transit Funding. This study provides options for revising
the current systemfor allocating construction funding nore
efficiently and equitably. |In addition, the study found
that the existing adm nistrative system needs to be
replaced with a road cl assification system based on the
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functi onal purpose of the roads, and the need to repl ace
VDOT districts with new fundi ng regions for purposes of
al l ocating regional construction funds.

House Joi nt Resol ution No. 211 of the 2002
Sessi on establishes a joint subconmttee to study the
recommendati ons and directs JLARC staff to provide
techni cal assistance. The joint subcommttee has two years
to conplete its study.

| MPACT OF OTHER JLARC STUDI ES

Legi sl ati ve and Executive Actions on Public Education
Fundi ng Reconmendat i ons

The JLARC report on elenentary and secondary
school education funding identified options for enhancing
State funding, and organi zed those options into three
suggested tiers. Actions of the 2002 General Assenbly
address two of the conponents of the Tier One cost
contained in the JLARC report. These conponents were: (1)
the restoration of adm nistrative personnel costs that had
been erroneously dropped fromthe cost calculations in a
prior year, and (2) a change in the calculation of the
costs of the Standards of Quality to ensure that certain
| ocal | y-generated revenues are not deducted before
calculating the costs of the standards.

To i npl enent these changes, Item 147C of the
Appropriation Act provides an appropriation under Basic Ad
of $4,122,252 in FY 2003 and $54, 155,292 in FY 2004 to “pay
for the State share of recognizing the prevailing nunber of
adm ni strative positions in local school divisions.” Item
147C of the Appropriation Act al so provides an
appropriation of $24,850,161 in FY 2003 and $49, 985,523 in
FY 2004 to reduce and then elimnate the State’ s deduction
of locally-generated revenues prior to determning the
costs of the Standards of Quality.

In addition, the JLARC report indicated that
there is a need for the Board of Education to address the
conditions and needs of public education in its annual
reports, and to re-exanm ne the Standards of Quality to
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ensure that the standards are realistic in relation to the
Commonweal t h’ s educati onal needs and practices. The State
Board of Education has established an SOQ st andi ng
subconm ttee to help it assess the conditions and needs of
public education and to review and revise the SOQ The
Board has al so schedul ed, and is nearing conpletion of, a
series of ten public hearings on the SOQ to “solicit
suggestions and concerns from educators, parents,

enpl oyees, civic and conmunity | eaders, and other citizens
interested in public education.”

Legi sl ative Action to Achieve Savings in Pharnaceuti cal
Product Costs

The JLARC report A Review of Selected Prograns in
the Departnent of Medical Assistance Services briefed in
Decenber 2001, found that cost savings could be achi eved by
I ncreasi ng the di scount upon the rate charged by pharnacies
for drugs that are provided to Medicaid recipients. The
report indicated that Virginia s discount rate of nine
percent is |ow conpared to other states. Item 325 of the
2002 Appropriation Act requires that the Board of Medi cal
Assi stance Services adopt regulations to be effective in FY
2003 that “shall decrease the nmaxi mum rei nmbursenment to
pharmaceuti cal products to the average whol esal e price
m nus 10.25 percent.” By increasing the discount from nine
to 10.25 percent, the State budget anticipates total
savi ngs of $16, 182,087 during the 2002-2004 bi ennium
t his amount, $7,987,500 are State General Fund savings.

Steps Being Taken to Inprove Child Health I nsurance Program

In Decenber 2001, the JLARC staff reported
nuner ous i npl enentati on probl ens associated with Virginia's
child health insurance program known as Famil|ly Access to
Medi cail Insurance Security (FAMS). The study found that
t here was weak program desi gn, managenent, and | eadership,
whi ch has resulted in low enroll ment of children in the
program and the forfeiture of nore than $55 million federal
dol | ars.
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Fi ve reconmendations were directed at inproving
the program The Departnent of Medical Assistance Services
(DVMAS) has reported significant progress in addressing each
recommendat i on.

e Procedures are being devel oped to better track
enr ol | ees;

e A tel ephone survey was inplenented in February
2002 to better assess reasons for cancellation
of children’s insurance coverage;

e Arevised projection is being devel oped to
accurately assess the total nunber of uninsured
children in Virginia who are potentially
eligible for Medicaid or FAMS;

e DVAS is working to anmend its Medicaid State
Plan and regul ations to adopt a single
eligibility level of 133 percent of the federal
poverty level for all children served in the
Medi cai d program

e DMAS and the Departnent of Social Services are
devel opi ng net hods and procedures for inproving
comuni cation on eligibility issues related to
FAM S.

Legi sl ative Action on Revolutionary War Veteran G avesite
Progr am

Pursuant to House and Senate joint resolutions
fromthe 1999 Session, JLARC staff devel oped a speci al
report on the preservation of Revolutionary War veteran
gravesites in Virginia. The Commonweal th has had a program
to help provide for the care and mai nt enance of Confederate
veteran gravesites, but has had no simlar programfor
veterans of the Anerican Revolution. The 2002 Ceneral
Assenbly adopted House Bill 919, providing for the
establishnment of a programto assist in maintaining these
gravesites. Accordingly, Chapter 256 of the Acts of
Assenbly adds a section (10.1-2211.1) to the Code of
Virginia to provide the statutory basis for the program
The provisions are effective on July 1, 2002.



